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ARGENTINA - KEY ECONOMIC INDICATORS 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 


ITEM 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 
GDP at Constant (1960) Prices 
Per capita GDP, Current Prices 
Plant & Equipment Investment 
Indices: (1960=100) 
Industrial Production 
Avg. Nominal Industrial Wage 
Population (000) 
Labor Force (000) 
Avg. Unemployment Rate (%) (Oct.) 


MONEY AND PRICES 


Money Supply (Dec.) (Billion Pesos) 
Interest Rates (Dec.) (Commercial Banks) 


Indices: (1960=100) 


Wholesale Prices (Annual Average) 


Retail Prices (Annual Average) 
BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec.) 
External Public Debt 1/ 
Balance of Payments 
Balance of Trade 
Exports, FOB 
U.S. Share (%) 
Imports, CIF 
U.S. Share (%) 


Exchange rate as of May 30, 1977: 
one dollar equals 369 Argentine 
pesos 


P 
1975 1976 % Change 1977 


1976/75 


36,763 37,450 
20,575 19,983 
1,470 1,476 
4/494 4,294 


41,086 
20 , 682 
1,596 
5,462 


212.4 
47,782 


220.4 210.3 
9,907 30,827 
25,011 25,379 25,747 
10 , 267 10,421 10,577 
2.8 4.2 4.0 
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332 1,025 2,200 
487, 71% 60% 


7,384 44,232 
8, 256 44,917 


110,500 
112 , 300 


620 1,580 154.8 2,200 
5,295 6,650 25.6 7,000 
-1,095 +125 - +250 
-985 +845 - +500 
2,961 3,895 a. 
6.4 6.9 - 
3,946 3,050 -22.7 
16.2 17.7 - 


Main imports from U.S. in 1975: Commodity, quantity (in million pounds and 
value in million dollars; Organic Chemicals 168.9 / 65.1; Coal Anthracite & 
Bituminous 1,738.9 / 55.8; Iron & Steel Scrap 691.8 / 30.2; Aircraft, heavier 
than air 0.4 / 27.1; Metalworking machinery excl. mach. tools 7.1 / 18.6; Pumps 
centrifuges and parts 3.8 / 12.9; Motor vehicles and tractor parts and access. 


nec. 7.9 / 11.6. 
P: Projected 


1/ Capital only, including undisbursed 


Sources: Ministry of Economy, National Institute of Statistics and Census, 
Central Bank. 





ARGENTINA 


Summary 


The Government's economic program has continued to make progress 

in eliminating the economic distortions inherited from the 
Peronist regime and in laying a sound basis for a lasting economic 
recovery. Some of the achievements thus far include: a sharp 
upturn in agricultural production and exports; a dramatic im- 
provement in the balance of payments, with foreign reserves at an 
all-time high; a substantial deceleration in inflation, although 
the level remains high; encouragement of saving through monetary 
policies promoting positive interest rates; maintenance of more 
realistic exchange rates through almost daily mini-devaluations; 
and maintenance of a high level of employment despite the recession. 
The process has not affected all sectors and segments of the 
population equally -- a result which has generated some opposition. 
Wage earners as a group have been disadvantaged through wage 
controls -- and particularly those at the bottom of the income 
scale. The manufacturing sector, and especially firms catering to 
the domestic consumer market, remains depressed as a result of 
reduced aggregate demand. However, after a year and a half of 
negative trends, the Argentine economy began a modest recovery in 
the first quarter of 1977 which should continue through the remainder 
of the year. Argentina will therefore present US suppliers with 
increased export opportunities and, as business and security 
conditions improve further, begin to attract new US investment. 





Current Economic Situation and Trends 


Feeling the effects of the Government's stabilization program, 

the Argentine economy remained sluggish during the initial months 
of 1977 and full-year GDP growth estimates have been generally 
adjusted downward to the 3-4 percent range. Argentina's 1977 GDP, 
therefore, will probably still be below the level of 1974 and, 

in view of population growth, even lower in per capita terms. On 
the whole, however, the Government has made considerable progress 
in eliminating or reducing the economic distortions inherited 

from the Peronist regime and in laying a sound basis for a lasting 
economic recovery. The process has necessarily benefitted some 
sectors and segments of the population at the expense of others -- 
a result which has generated some opposition to the Government's 
policies. The Government, in keeping with its "pragmatic-gradualist" 
approach, has been proceeding slowly in the hope of giving everyone 
time to adjust to the objective of establishing a competitive, 

free market economy without major dislocations. 


Reversing the populist policies of the Peron era, the Government's 
policies have promoted a more unequal distribution of income 

among the population. As a result of official controls, real wages 
as a whole have declined. Wage earners as a group, therefore, have 
been disadvantaged in relation to the self-employed and to those 
who have income from non-wage sources. Even within the wage-earner 
group, however, the Government has made a conscious effort to 
promote "hierarchization" -- ie. increase in the spread between 
those at the upper end of the wage scale and those at the bottom. 
Understandably, these policies have led to some restiveness in labor 
circles but thus far the Government has managed to keep disruptions 
at a minimum. Despite the recession, unemployment is relatively 
low (around 4 percent) -- a result which the Government claims has 
only been possible through its wage control policy. 





The agricultural sector has responded dramatically to the Government's 
liberalization of controls, reduction of export taxes, and pricing 
policy in accordance with international levels. The 1976/1977 grain 
and oilseed crop was an all-time record of 32.6 million tons -- 

37 percent more than the previous season. Total agricultural pro- 
duction increased 8.7 percent in the first quarter, providing most of 
the growth of the economy. The outlook for the remainder of the 

year is good. Farmers are expected to reduce wheat plantings because 
of the low international prices but increase those of soybeans, 
wheat-soybean double cropping, sorghum, and oilseeds. Corn plantings 
should remain about the same. For the 1977/1978 season, the 
Government has eliminated completely the 10 percent export tax 
applicable on all grain exports; extended credit facilities for the 
purchase of selected seeds and fertilizers; and announced that support 
prices would be 80 percent of FOB export prices -- a return to the 
farmer which will depend upon the evolution of international prices 
and the extent of the devaluation of the peso. 


Industrial production, on the other hand, remained depressed, 
registering a decline of 1.6 percent in the first quarter and showing 
little prospect for any growth in full-year 1977. The stabilization 


program undoubtedly affected various industries adversely. Wage 
controls reduced consumer purchasing power; viable financial saving 
alternatives diminished purchases of durables as an inflation hedge; 
higher taxes, interest rates, and a price "truce" imposed in March 
increased costs and diminished profit margins; liberalization of 

import controls improved prospects for foreign competition (though in 
most cases the level of protection remains high); and the devaluation 
of the peso during the first few months of 1977 lagged behind the 
increase in the wholesale non-agricultural price index -- an indication 
that Argentina's industrial products may have lost ground in their 
ability to compete internationally. While all industries have been 
affected to some extent by these measures, firms either manufacturing 
items for the agricultural sector or processing agricultural production 
have fared better than those primarily serving the domestic consumer 
market. 





The Government has sought to stimulate industrial production through 
its industrial investment promotion program. In 1976, the Secretariat 
of Industry approved industrial projects totaling $1.4 billion under 
this program -- almost as much as was authorized in the seventeen 
previous years. In 1977, the Government hopes to do even better, 
authorizing at least $1.5 billion of new projects and passing a new 
industrial promotion law which will give priority to regional 
development. Most of these projects, however, will take a while to 
implement and so their impact will probably not be felt to any signif- 
icant extent before 1978. 


Although the construction sector registered only a 2 percent growth 
in the first quarter, the outlook for the remainder of the year is 
considerably brighter. Fiscal austerity has not extended to public 
works expenditures, which are expected to rise by 21 percent in real 
terms in 1977. According to the Ministry of Economy, expenditures on 
major projects in 1977 alone will total $3.5 billion. Special credit 
facilities for housing should also give a boost to construction in 
the private sector. 


Inflation Decelerating but Still High 


During the first few months of 1977, inflation turned upward and 

began to rekindle inflationary expectations. As a result, Minister of 
Economy Martinez de Hoz announced on March 8 a price "truce" for a 
period of 120 days, requiring approximately 700 leading firms to roll 
prices back to levels prevailing on February 22 and to absorb the 
March salary increases. The Minister emphasized that the truce did 
not represent a departure from the free market orientation of the 
Government but was only a temporary, artificial measure to overcome an 
artificial problem. The regulation implementing the policy threatened 
firms failing to abide by the truce with a series of sanctions, 
including liberalization of competitive imports, reduction of export 
subsidies, and elimination from the list of qualified suppliers to 

the Government. The regulation only provided exceptions for those 
firms which could show that price maintenance would place them in dire 
financial difficulties. 





The Government has applied the truce flexibly, excluding a substantial 
number of firms and products from the effect of the truce. According 
to a press release in May from the Secretariat of Commerce, 69.5 
percent of the items included in the consumer price index and 62 percent 
of those in the wholesale index were neither fixed by the Government 
nor subject to price controls. The price truce succeeded in curbing 
sharply the rise in the general wholesale price index, with the 3.8 
percent increase in March the lowest level since April, 1975. During 
the period April 1976-April 1977, the wholesale and consumer price 
indexes recorded respective increases of 117 and 150 percent -- a con- 
siderable improvement over the 386 and 347 percent of full-year 1976. 
Government officials are hopeful that inflation for 1977 can be brought 
down to close to 100 percent; estimates by business economists are 
somewhat higher, in the range of 120-150 percent. 


Fiscal Policy 


The Government's budget deficit remains one of the principal problems 
facing the economic team, although considerable progress was made in 
reducing its size, measured as a percentage of GDP, from 12 percent in 
1975 to 7.8 percent in 1976. 


For 1977, the Government has adopted an ambitious budget calling for 
reduction of the deficit to 3 percent of GDP. The fiscal burden, 

which includes social security contributions, is to be increased from 
16.5 percent of GDP in 1976 to 24.5 percent of GDP in 1977 -- the 
highest level in Argentina's history. The Government appears determined 
to restructure the public sector, which increased greatly in size 
during the Peronist era as personnel rolls swelled and the Government 
took over bankrupt companies to prevent unemployment. To reduce this 
source of drain on the budget, the Government has begun to dismiss 
personnel -- a measure which it believes is socially acceptable in the 
light of the relatively low level of unemployment. The Government 

has announced that it will reduce the workforce in the energy sector by 
20 percent and in the railroads by 17 percent; it will also begin to 
auction off and return to the private sector those companies under 
state control as a result of bankruptcy. 


Increases in tax revenue are expected from the continued use of tax 
measures, such as indexation of tax debt, and emergency taxes instituted 
in 1976; 





substantially higher fuel taxes (the prices of gasoline almost 
doubled in March); and a series of measures to punish tax evaders 
and encourage them to pay back taxes in return for "whitewashing" 
- a form of fisca~ amnesty expected to produce substantial revenue. 


On the expenditure side, the budget increases the share of the 
allocation for capital expenditures, raising public investment to 
13 percent of GDP in an effort to stimulate the economy. At the 
same time, the share of expenditures allotted to personnel will be 
increased to 27 percent (17 percent in 1976), an indication that 
salary increases and separation payments will more than offset any 
salary savings from the dismissal of public employees. 


As predicted by the Minister of Economy, the fiscal results in the 
first quarter did not meet the budget's full-year objectives; any 
shortfalls in the first semester are to be made up in the second 
semester. This means, however, that the fiscal burden in the second 
half of 1977 will have to be that much greater, putting a dampening 
effect on the economy. 


Monetary Policy 


The Central Bank has sought to keep monetary growth at moderate 
levels in real terms, in keeping with the liquidity needs of an 
economy in recession; to encourage saving by offering the public the 
prospect of positive yields; to maintain a realistic foreign exchange 
parity; and to establish an efficient, competitive banking system. 
The Central Bank has made good progress in achieving these goals. 


During the first quarter, the money supply (M1) expanded at an annual 
rate of 84 percent -- a substantial reduction from the 255 percent 
for full-year 1976. The broader money stock gauge expanded at the 
faster pace of 133 percent but still much below the 329 percent rate 
of last year. Reversing the 1976 trend, the public sector in the 
first quarter emerged once again as the supplier of funds to the 
financial system as an increasing amount of the deficit was financed 
through recourse to the Central Bank. The Central Bank also had to 
cope with a larger than expected inflow of funds from the external 
sector. 





The Government has adroitly managed interest rates by competing 
with commercial banks for the public's funds. By setting yields on 
Government securities at levels to offset inflationary expectations, 
commercial banks have had to offer even higher interest rates to 
obtain deposits from the public. The result has been a sharp rise 
in time deposits as a percentage of the money stock -- to 34 percent 
in March from 24 percent a year earlier. Reflecting the price 
truce, the Government lowered yields on Treasury bills and brought 
down interest rates in March. The policy has encouraged saving by 
the public and attracted back funds held abroad by Argentines. 


Continuing its policy of almost daily mini-devaluations, the 
Government devalued the peso a total of 28.6 percent in the January- 
April period -- slightly higher than the 26.3 percent rise of the 
general wholesale price index, but significantly lower than the 35.9 
percent increase in the non-agricultural wholesale prices. The 
Government has made it clear that it plans to continue its current 
exchange rate policy. 


On June 1, the new "decentralized" banking system went into effect, 
replacing the Peronist "nationalized" deposit system. Instead of 
acting as agents for the Central Bank, commercial banks now hold 
deposits for their own account. Reserve requirements now determine 
the credit capacity of a bank and thus competition for deposits has 
been encouraged. At the outset, the Central Bank established a single 
reserve requirement of 45 percent for all types of deposits -- a high 
level but one believed necessary to prevent an excessive expansion 

of the money supply. The Central Bank will levy fees on credit 
generally and use the funds to compensate for the increased cost of 
loans made with funds from time deposits -- a measure designed to avoid 
forcing banks to lower yields on time deposits and once again dis- 
courage saving. 


Balance of Payments 


The outlook for Argentina's balance of payments is excellent. During 

the first quarter of 1977, the current account surplus alone totaled 

$285 million, with trade contributing a positive balance of $310 million. 
By the end of April, gross external assets stood at about $2.5 billion 
and net reserves at $2.2 billion -- both all time highs and reflecting 
an impressive recovery from the dire reserve and balance of payments 
situation when the current Government assumed power. If the Government's 





policies succeed, there will be little or no further increase in 
reserves during the remainder of the year, with any surpluses 
generated in the current account used to permit capital repatriation 
and remittances of profits and to eliminate Argentina's short-term 
exchange guarantee obligations. The exchange guarantee obligations, 
which reached a peak of $1.3 billion in 1976, had already been 
reduced to $357 million by end of February. 


Argentina's trade outlook for 1977 is on balance highly favorable. 
Forecasts have been progressively revised upwards, with the full-year 
export projection now at least $4.5 billion and that for imports 

$4.0 billion -- leaving a trade surplus of $500 million. Agricultural 
exports (including processed) should total around $3.7 billion, 
roughly $800 million more than in 1976, with the increases in the 
major categories distributed as follows: oilseeds - $400 million; 
livestock sector - $140 million; and grains -- $125 million. Although 
prices are in general lower than a year ago (exception being meat and 
oilseeds and by-products), the fall has been more than compensated 

by higher volume. The industrial sector, on the other hand, has been 
finding it increasingly difficult to compete on the international 
markets and should see its level of exports remain about the same as 
in 1976. 


Implications for the U.S. 


With a favorable balance of payments outlook, reserves at an all-time 
high, more liberal import regulations, and a slowly recovering Argentine 
economy, U.S. exports to Argentina should turn upward in 1977. 


In light of Argentina's improved creditworthiness, financing should be 
more readily available. Many private banks have been seeking to increase 
their exposure in Argentina; Eximbank and FCIA have liberalized their 
lending, guarantee, and insurance policies to support U.S. exports to 
Argentina; and the IDB and IBRD have approved sizable credits ($321 
million in 1976) and have numerous others under consideration for major 
projects in such fields as electric power, gas, pulp and paper, petro- 
chemicals, road construction, and general industrial development. 

Some of these projects will begin to be implemented during the next year 
and could present attractive opportunities for U.S. suppliers. For a 
detailed assessment of export opportunities, interested U.S. suppliers 
may wish to obtain from the Department of Commerce a copy of the latest 
"Best Prospects" report on Argentina. 





At the same time, Argentina has emerged as a major competitor of the 
U.S. in the export of agricultural products, and in particular grains. 
In its marketing of the 1976/1977 wheat crop, Argentina frequently 
obtained wheat supply contracts by offering prices significantly below 
those of its major competitors. With agricultural development 
continuing to receive high priority by the Government, Argentina will 
undoubtedly continue to be a formidable competitor of the U.S. in the 
years to come. 


U.S. investment in Argentina, which reached a peak of $1.4 billion 

in 1973, totaled around $1.2 billion at the end of 1975. Under the 
foreign investment policies of the current Government, the level 

should begin to increase once again as the business climate improves. 
In February, the long-awaited regulations were issued for the new 
foreign investment law (Law 21,382 of August 13, 1976) -- one of the 
most liberal foreign investment laws in Latin America. In March, 

the Government repealed the regulation suspending the repatriation of 
capital and profit remittances for balance of payments reasons. In 
addition, the Government has continued to make progress in settling 

the various foreign investment disputes inherited from the Peronist 
regime, bringing the economy out of the recession, and curbing terrorist 
activity. The security threat remains the major deterrent to potential 
investors. However, the level of risk is minimal for U.S. and other 
foreign business visitors, who are coming to Argentina in increasing 
numbers and without incident. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 











